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LETTER  OF  TRANSMITTAL 


Congress  of  the  United  States, 

House  of  Representatives, 
Subcommittee  on  Oversight  and  Investigations, 
Committee  on  Interstate  and  Foreign  Commerce, 

Washington,  B.C.,  March  h,  197C. 
Hon.  IIarlet  O.  Staggers, 

Chairman,  Committee  on  Interstate  and  Foreign  Commerce, 
U.S.  House  of  Representatives,  Washington,  D.C. 

I  am  transmitting  herewith  a  Report  of  the  Subcommittee  on  Over- 
sight and  Investigations  regarding  the  allegations  that  Governor 
Carey,  while  he  was  a  Congressman,  applied  pressure  on  the 
Commerce  Department  and  the  Federal  Energy  Office  to  appro  re 
export  licenses  that  benefited  his  brother,  an  oil  refiner/distributor. 
The  staff  investigation  found  no  evidence  to  support  allegations  of 
political  pressure  with  respect  to  Congressman  Carey.  The  report 
concludes  that  corporate  speculation  and  rumor  concerning  Congress- 
man Carey's  involvement  were  elevated  to  fact  by  their  incorporation 
in  government  memoranda  and  that  FEA  officials  compounded  the 
error  by  repeating  the  allegations  about  Carey's  involvement  to  the 
press  as  established  fact. 

The  export  licenses  in  question  were  granted  because  the  Commerce 
Department  was  negligent  in  failing  to  develop  adequate  regulations  to 
implement  provisions  of  the  Emergency  Petroleum  Allocation  Act 
relating  to  exports  of  crude  oil.  By  December  7, 1973,  the  Department 
of  Commerce  had  accepted  the  responsibility  for  initiating  "a  system 
of  export  controls  ...  to  fulfill  the  President's  responsibility  under 
'The  Emergency  Petroleum  Allocation  Act  of  1973'."  Although  then 
Secretary  of  Commerce  Dent  in  a  letter  to  William  Simon  dated  De- 
cember 10, 1973,  stated  that  the  regulations  "will  fulfill  in  toto  the  ex- 
port controls  required  by  the  Emergency  Petroleum  Allocation  Act," 
the  December  13,  1973  regulations  did  not  address  the  mandate  of 
Section  4(b)  (1)  (E)  of  EPAA,  relating  to  maximum  use  of  U.S.  re- 
fineiy  capacity  or  Section  4(b)(1)(F),  relating  to  equitable  prices. 
In  fact,  regulations  reflecting  the  mandate  of  Section  4  provisions  of 
the  Emergency  Petroleum  Allocation  Act  were  not  issued  until  April 
18, 1971 — four  months  after  the  date  required  by  the  Act  and  after  four 
export  licenses  had  been  granted,  resulting  in  a  windfall  of  about  >s 
million  for  the  exporter  and  higher  prices  to  American  consumer-. 

The  report  concludes  that  there  was  a  serious  lack  of  coordination 
between  FEO  and  Commerce  as  to  what  policy  should  be  followed 
and  what  regulations  should  be  devised  to  carry  out  the  intent  of  Con- 
gress in  enacting  the  Emergency  Petroleum  Allocation  Act.  It  con- 
cludes further  that  Commerce's  system  of  export  control  was  deficient 
in  failing  to  detect  and  halt  Chamberlain's  exports  of  crude  oil  at  2*  '2 
times  the  controlled  price  when  domestic  refineries  were  operating  at 
76  percent  capacity. 

The  Subcommittee  will  be  transmitting  this  Report  to  the  relevant 
Departments  and  Agencies  in  order  to  determine  what  steps  may  be 
taken  to  avoid  such  problems  in  the  future. 
Sincerely, 


(m) 


Jonx  E.  Moss,  Chairman. 
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Alleged  Political  Pressure  To  Obtain  Export  Licenses  for  Crude 
Oil — Failure  by  the  Department  of  Commerce  and  the  Federal 
Energy  Administration  To  Implement  Congressional  Policies 


I.    SUM3LVRY 


This  investigation  was  initiated  as  a  result  of  press  accounts  appear- 
ing in  June-July  1975,  reporting  that  an  Alabama  oilman.  Baft 
Chamberlain,  and  an  oil  refiner/distributor.  Edward  Carey,  benefitted 
financially  during  the  Arab  embargo,  allegedly  through  political  pics- 
sure.  The  Subcommittee's  investigation  focused  solely  on  the  alleged 
pressure,  according  to  news  reports,  applied  by  then-Congressman 
Hugh  Carey  on  the  Commerce  Department  and  the  Federal  Energy 
Office  to  approve  export  licenses. 

Investigation  by  the  Subcommittee  staff  found  no  evidence  to  sup- 
port allegations  of  political  pressure  with  respect  to  Congressman 
Carey — now  Governor  Carey — on  Mialf  of  his  brother  Edward. 
Rather,  these  licenses  were  granted  because  of  deficiences  in  the  crude 
oil  export  regulations  promulgated  by  the  Department  of  Commerce. 

Shortly  after  the  allegations  of  political  pressure  appeared  in  th^, 
press.  Chairman  John  E.  Moss  of  the  Oversight  and  Investigations 
Subcommittee  sought  from  the  Commerce  Department  and  the  Fed- 
eral Energy  Administration  (FEA)  all  relevant  documents  and  cor- 
respondence relating  to  this  matter  and  directed  the  Subcommittee 
staff  to  conduct  an  investigation.  In  a  letter  July  24.  1975  from  the 
Federal  Energy  Administrator  Frank  Zarb  and  in  a  letter  July  31, 
1975  from  Commerce  Secretary  Rogers  Morton,  Mr.  Moss  was  aSBorod 
that  all  relevant  documents  and  correspondence  on  this  matter  had 
l>ecn  turned  over  to  the  Subcommittee  for  purposes  of  its  investigation. 
Assistant  Attorney  General  Richard  Thornburgh,  moreover,  in.  a  letter 
of  July  80,  assured  Chairman  Moss  that  Commerce  and  FEA  had 
turned  over  copies  of  all  the  material  which  those  agencies  had  trans- 
mitted to  the  Justice  Department  for  purposes  of  its  investigation. 

II.    FINDINGS 

This  investigation  developed  no  evidence  that  Congressman  Carey 

exerted  political  pressure  to  obtain  these  export  Licenses.  The  first  three 
licenses  were  speedily  approved  by  the  Commerce  Department  because, 
in  the  eyes  of  the  licensing  officer  and  the  reviewing  officer,  they  met 
all  the  technical  i*equirements  of  existing  regulations.  The  only  indi- 
cation of  any  contact  bv  Congressman  Carey's  office  was  reportedly  a 
telephone  call  to  the  Federal  Energy  Office  (FEO)  in  early  1974, 
inquiring  as  to  the  procedure  to  be  followed  to  obtain  an  export  license. 
Xot  even  this  information  could  be  verified. 

(1) 


litical  infl  Lence  was  used  appears  to  have 
ated  in  FEO  investigator  Robert  Gossan's  mind  by  the  frag- 

ary  information  he  was  given  by  Charles  Owens.  Gossin's  in- 
e  termed  inadequate.  It  consisted  of  verifying 
the  exports  had  in  i  p  made,  two  calls  to  Robert  Wit- 

Gulf  Vice  President,  who  transmitted  information  from  a  source  he  no 
members  that  Congressman  Carey  had  arranged  the  license.-. 
i  call  to  Robert  Kan.  Chief.  Petroleum  Licensing  Unit.  Office  of 
Export   Administration,   Commerce,   in   which   Gossin   mistakenly 
■  ssumed  Carey's  involvement. 

the  evidence  did  not  support  the  allegations,  the  question 

is  as  i     who  might  have  been  motivated  to  spread  such  a  story 

what  purpos  -  id  he  passed  on  this  "information" 

-    .  because  Gulf  officials  were  concerned  at  the  loss  of  lubri- 

i   Chamberlain's  sales  represented,  and  he  felt  that  FEO 

might  be  able  to  block  any  future  sal 

Lther  was  Charles  Owens  a  detached  observer  of  these  events. 
:am  von  Raab,  Special  Assistant  to  former  Deputy  Administra- 
tor. J  .vhill.  told  staff  investigators  that  Owens  repeatedly  rep- 
tile interests  of  independents — Amerada  Hess  among  them — 
in  FEA  matters.  Leon  Hess'  refinery  in  the  Virgin  Islands  is  the  prin- 
npetitor  of  Edward  Carey's  Bahamas  refinery.  BOECO.  From 
.y  February  1974.  Owens  was  instrumental  in  developing 
ents  program  01  Amerada  Hess  was  a  principal 
mong  the  independents  as  a  *;net  seller"  of  entitlements.1 
-raff  investigators  that  he  has  done  some  work 
_r  FEO  and  setting  up  his  own  consulting  firm  and 
he  is  interested  in  obtaining  is  a  client  for  his  firm. 

v      e  sources  mentioned  in  Heller's  story  who  alleged  yjoliti- 

cal  pressure,  two  have  been  identified — Charles  Owens  and  Eobert 

-    irce.  who  furnished  perhaps  the  most  significant 

'ion — the  person  who  allegedly  personally  received  a  call  from 

_ .    -.-man  Hugh  Carey  and  wrote  a  memo  for  his  files  about  the 

.lains  unidentified.  Heller  described  this  source  as  an  ex-official 

Washington  area  and  is  working  in  private 

-try.  During  the  course  of  thi  ligation,  the  staff  interviewed 

r  of  individuals  who  fit  this  description.  Xone  admitteel  being 

ich  a  call  and  preparing  a  memo.  In  total,  some  thirty 

conducted  by  Subcommittee  staff  in  connection 

this  invest] nation.  Most  of  these  persons  were  summoned  to  ap- 

r'ore  the  Federal  Grand  Jury.  All  denied  that  they  were  the 

or  even  having  seen  such  a  memo.  The  memorandum  allegedly 

source  has  never  been  found  in  FEO  or  FEA  files. 

1  _n  unlikely,  that  He~  -  never  inter- 

*aff  in  connection  with  this  investigation.  It  is  also 

that  the  individual  refused  to  repeat  his  allegations. 

acknowledged  that  they  were  sources  for  Jean 

it  he  initially  told  reporters  that  Gossin  had 

reived  a  call  from  Carey,  which  Gossin  savs  flatlv  is  in- 

-ater  admitted  his  error.  Jean  Heller  acknowledged 

-  Owens  and  Gossin  memoranda  to  corroborate  her  original 



ree:  Feder  "  .  .    -_    *.    " " 


It  should  be  noted  that  major  stockholders  in  Cox  Broadcasting  Cor- 
poration have,  interests  in  a  refinery  project  in  the  Norfolk.  Virginia 
area;  which  would  eventually  be  in  competition  with  BORCO.  There 
is  no  evidence,  however,  that  Cox  Newspaper  reporter  Jean  Heller  was 
aware  of  plans  for  the  refinery  when  she  broke  the  story. 

The  speed  with  which  the  first  three  license  applications  were  ap- 
proved by  the  Commerce  Department  suggests  that  political  pressure 
tinecessary.  Rather,  it  appears  that  these  licenses  were  granted 
because  of  deficiencies  in  the  crude  oil  export  regulations  promulgated 
by  the  Department  of  Commerce.  Moreover,  it  appears  that  these  regu- 
lations were  deficient  because  Commerce  officials  at  the  highest  levels 
failed  to  promulgate  regulations  reflecting  the  mandate  of  Congress 
in  the  Emergency  Petroleum  Allocation  Act. 

Both  the  Alaska  Pipeline  Act  and  the  Emergency  Petroleum  Allo- 
cation Act  limited  the  export  of  domestic  crude  in  order  to  lessen  the 
impact  of  the  Arab  oil  embargo.  The  Alaska  Pipeline  Act  of  1973 
limited  only  exports  of  crude  oil  which  had  been  transported  by  pipe- 
line over  a  Federal  right-of-way.  while  the  Emergency  Petroleum 
Allocation  Act  of  1973  applied  to  all  domestically  produced  oil.  The 
Emergency  Petroleum  Allocation  Act  required  that  export  regulations 
be  developed*  consistent  with  Section  4(b)  objectives  of  the  Act,  by 
December  12,  1973.  These  objectives  included  equitable  prices  and 
maximum  utilization  of  domestic  refinery  capacity. 

The  President's  responsibility  to  issue  new  oil  export  regulations  by 
1  )<Mcmber  12, 1973  was  clearly  understood,  based  on  a  December  5, 1973 
memorandum  to  the  Secretary  of  Commerce  from  Karl  Bakke,  that 
agency's  general  counsel. 

On  the  basis  of  various  letters  and  regulations  issued  by  Commerce 
and  FEO,  it  is  clear  that  the  Presidents  responsibility  to  issue  export 
control  regulations  consistent  with  the  Emergency  Petroleum  Alloca- 
tion Act  was  delegated  to  Commerce  on  or  about  December  7,  1973. 

On  December  13.  1973.  Commerce  issued  export  control  regulations 
which  referenced  only  the  narrow  limitations  of  the  Alaska  Pipeline 
Act.  Exports  of  crude  oil  other  than  that  which  had  been  transported 
by  pipeline  over  a  Federal  right-of-way  were  authorized.  On  the  basis 
of  these  regulations,  the  Department  of  Commerce  ignored  the  statu- 
tory mandate  and  failed  to  adequately  implement  the  Emergency 
Pet  ro1  cum  Allocation  Act  of  1973. 

III.  coxcLrsioxs 

1.  There  was  no  evidence  to  support  allegations  that  Congressman 
Carey  exerted  political  pressure  or  in  any  way  intervened  to  obtain 
export  licenses  for  crude  oil. 

2.  FEO's  investigation  of  the  original  information  was  inadequate 
and  superficial.  Corporate  speculation  and  rumor  concerning  Congress- 
man Carey's  involvement  were  elevated  to  fact  by  their  incorporation 
in  government  memoranda. 

Si  FEO  officials  compounded  the  error  by  repeating  allegations 
about  Carey?s  involvement  to  the  press  as  established  fact. 

4.  After  the  allegations  appeared  in  the  press.  FEA  conducted  only 
a  cursory  investigation  of  the  role  played  by  FEO  officials  in  foster- 
ing these  allegations.  FEA  failed  to  pin  clown  tlie  source  or  the  validity 


of  the  allegation  against  Carey.  Had  it  conducted  anything  approach- 
ing an  adequate  investigation,  it  would  have  determined  that  the 
allegation  was  based  on  rumor — not  fact. 

5.  PEA  never  explored  possible  impropriety  on  the  part  of  Charles 
Owens  as  a  result  of  his  relationship  with  Leon  Hess  whose  refinery 
in  the  Virgin  Islands  is  in  direct  competition  with  Edward  Carey's 
Bahamas  refinery. 

6.  This  episode  underscores  the  responsibility  of  the  press  to  verify 
information  received  from  sources  who  refuse  to  be  identified  and  who 
may  have  ulterior  motives  in  furnishing  information  to  the  press. 

7.  Commerce's  system  of  export  control  was  deficient  in  failing  to 
detect  and  halt  Chamberlain's  exports  of  crude  oil  at  2y2  times  the 
controlled  price  and  while  domestic  refineries  were  operating  at  76 
percent  capacity. 

8.  Commerce  was  negligent  in  failing  to  develop  adequate  regula- 
tions to  implement  the  provisions  of  the  Emergency  Petroleum  Allo- 
cation Act  relating  to  exports  of  crude  oil. 

9.  There  was  a  serious  lack  of  coordination  between  FEO  and  Com- 
merce as  to  what  policy  should  be  followed  and  what  regulations 
should  be  devised  to  carry  out  the  intent  of  Congress  in  enacting  the 
Emergency  Petroleum  Allocation  Act. 

10.  Commerce  did  not  independently  l-eform  its  deficient  export 
control  regulations  but  only  acted  when  prodded  by  FEO.  which  may 
have  been  reacting  to  industry  complaints. 

11.  Regulations  reflecting  the  mandate  of  EPAA  were  not  issued 
until  April  18,  1974,  4  months  after  the  date  required  by  the  Act 
and  after  4  export  licenses  had  been  granted  resulting  in  a  windfall 
of  about  88  million  to  the  exporter  and  higher  prices  to  American 
consumers. 

IV.    PRESS    ACCOUNTS 

The  June  22,  1975  issue  of  The  W«$Lnir/for<  Post  carried  a  story 
by  Jean  Heller.  Cox  Newspapers,  reporting  that  Alabama  oilman 
Bart  Chamberlain  and  Edward  Carey.  President  of  Carey  Energy 
Corporation  and  brother  of  Xew  York  Governor  Hugh  Carey,  reaped 
millions  in  profits  in  a  secret  oil  deal  at  the  height  of  the  Arab  embargo 
in  1974.  Heller  reported  that  then-Congressman  Hugh  Carev  applied 
pressure  on  the  Commerce  Department  and  the  Federal  Energy  Office 
(TEO) .  predecessor  to  the  Federal  Energy  Administration,  to  approve 
the  arrangement.  According  to  Heller,  the  allegations  were  based  on 
statements  of  three  sources  then  employed  by  FEO  who  had  personal 
knowledge  of  the  case. 

Between  December  1973  and  April  1974,  the  Commerce  Department 

approved  four  export  licenses  for  Chamberlain's  company,  Citronelle- 

Mobile  Gathering  Corporation,  Mobile.  Alabama,  to  sell  nearlv  one 

million  barrels  of  crude  oil  to  the  Bahamas  Oil  Pvefining  Company 

I  BOR< '()).  Freeport.  Bahamas,  which  is  05  percent  owned  bv  Edward 

Carey,  35  percent  by  Standard  Oil  of  California.  The  crude  was  re- 

mostly  into  fuel  oil.  imported  by  the  Xew  England  Petroleum 

Company   (XEPCO)   of  Xew  York,  also  owned  bv  Edward  Carev. 

and  retailed  to  area  utilities.  This  occurred  at  a  time  when  refineries 

nited   States  were  hard-pressed  for  crude  oil,  operating  at 

ivent  of  capacity,  and  the  price  of  domestic  crude  was  frozen  at 

barrel. 
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Again,  according  to  press  accounts,  the  licenses  enabled  Chamber- 
lain to  Circumvent  the1  bfice  controls  on  crude.  I  Ie  sold  965,1  l€  barrels 

of  crude  to  Carey's  refinery  for  Si :*>.:>  1 1 ,7^T>  at  an  average  price  of 
$i;>.79  per  barrel.  Thus,  Chamberlain's  arrangement  with  liOKCO 
was  worth  an  extra  $8.69  a  barrel,  or  $8.4  million  on  the  four  ship- 
ments. In  turn,  NEPCO  reportedly  sold  the  refined  fuel  oil  in  and 
around  Xcw  York  at  prices  of  >17  to  S20  a  barrel. 

Heller  reported  that  of  the  three  sources  who  attested  to  the  use 
of  political  pressure,  two  are  former  FEO  officials  and  the  other  still 
is  with  the  energy  agency,  now  called  the  Federal  Energy  Adminis- 
tration (FEA).  The  sources  asked  Heller  that  they  not  he  identified. 
One  of  the  sources,  who.  Heller  said,  has  since  left  the  agency,  re- 
portedly told  Heller  that  Hugh  Carey  contacted  him  personally  and 
that  he  wrote  a  memorandum  for  his  files  concerning  the  contact. 
Another  source  reportedly  advised  Heller  that,  while  other  FEO 
officials  were  investigating  the  matter,  he  saw  the  memorandum. 
Heller  reported  that  FEA  officials  advised  that  a  search  of  the  agency's 
files  failed  to  produce  the  memorandum  and  that  they  were  at  a  loss 
to  explain  what  happened  to  it.  Governor  Carey,  through  a  spokes- 
man, denied  that  he  had  anything  to  do  with  the  matter. 

In  a  subsequent  story  on  July  2.  1975.  Heller  reported  that  FEA 
officials  investigating  the  matter  had  found  two  memoranda  dating 
hack  to  the  Arab  oil  embargo  that  discussed  the  alleged  behind-the- 
scenes  involvement  of  Congressman  Oarey.  One  memorandum,  dated 
March  12,  1974.  was  written  by  Robert  Gossin,  an  FEO  investigator, 
whose  inquiry  into  this  matter  was  on  instructions  from  his  superior, 
Charles  Owens,  Deputy  Assistant  Administrator  for  Policy,  Planning 
and  Regulations.  Gossin's  inquiry  was  principally  directed  at  the 
possibility  that  the  granting  of  the  licenses  by  the  Commerce  Depart- 
ment violated  FEO's  pricing  regulations.  Gosshrs  memorandum 
advised  that  he  had  verified  the  shipments  of  crude  oil  under  the 
export  licenses  and  recommended  an  Internal  Revenue  Service  in- 
vestigation of  the  matter.  Gossin  further  advised:  "Additionally-,  we 
have  been  advised  that  the  crude  oil  was  sold  to  Ed  Carey  of  BORCO, 
and  that  the  export  license  was  arranged  for  by  Carey's  brother, 
Rep,  Hugh  Carey  of  New  York/' 

The  second  memorandum  was  Owens'  request  for  an  IRS  investiga- 
tion into  the  matter  of  Chamberlain's  crude  exports  and  contained  this 
statement:  "Reportedly,  subject  obtained  an  export  license  with  the 
assistance  of  Carev's  brother.  Representative  Hugh  Carey  of  New 
York." 

Following  Heller's  breaking  of  the  story  on  June  22.  other  reporters 
wrote  extensively  on  the  subject.  In  a  piece  of  June  24.  1975.  Martin 
Tolehin  of  The  New  York  Times  reported  that  a  former  high  official 
of  FEO  confidentially  advised  that  he  had  been  told  by  a  subordinate 
that  "he  got  a  call  from  Carey's  office.  Later  on.  I  got  a  call  from 
higher  up,''  said  the  former  official.  "I  was  told  that  there  was  a  lot 
of  interest  in  this  thing.  FEO  was  made  aware  that  there  were  politi- 
cal pressures  involved,*'  he  continued.  "The}'  knew  that  there  was  some 
Very  high  authority  that  wanted  those  licenses  to  go  through.  The 
pressure  was  coming  from  Xew  York  .  .  .  from  .  .  .  the  Carey  brothers 
.  .  .  ."  Tolehin  reported  that  the  former  high  official  of  FEO  was  one 
of  Jean  Heller's  three  sources. 
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In  a  follow-up  story  the  next  day,  Tolcliin  reported  that  "a  former 
FEO  aide  confidentially  advised  that  between  December  1973  and 
March  1974,  his  office  had  received  six  to  eight  telephone  calls  from 
members  of  Mr.  Carey's  Congressional  office  on  behalf  of  the  licensing 
[application.]."  The  former  aide  said  that  he  had  received  two  of  the 
calls  himself,  and  that  the  remainder  had  been  received  by  his  col- 
leagues. In  another  piece  several  days  later,  Tolcliin  reported  that  the 
former  aide  had  revised  the  figure  of  six  to  eight  calls  to  two  to  four 
calls. 

Meanwhile,  during  this  period,  Governor  Carey  strongly  denied  any 
role  in  the  oil  deal.  "Any  such  story  is  without  foundation.  It  is  a 
fabrication,  it  is  a  lie.  I  just  never  heard  of  the  guy  (Chamberlain). 
I  wasn't  involved,"  Carey  told  reporters.  Carey  sent  a  letter  to  Attor- 
ney General  Edward  Levi  requesting  a  Justice  Department  investi- 
gation and  Levi  agreed.  The  U.S.  Attorney's  office  for  the  Southern 
District  of  Xew  York  handled  this  investigation  and  summoned  a 
number  of  witnesses  before  a  Federal  Grand  Jury.  On  February  25, 
1976,  the  Attorney  General  advised  Governor  Carey  that  the  Depart- 
ment of  Justice  after  "an  extensive  investigation  .  .  .  uncovered  no 
credible  evidence  to  substantiate  the  allegations  against  you.*' 

Edward  Carey  also  denied  in  the  press  that  his  brother  had  exerted 
political  pressure  to  obtain  the  crude  export  licenses,  terming  the 
three  sources  of  Heller's  story  as  ''congenital  liars."  He  also  denied 
that  anyone  from  his  company  ever  exerted  any  pressure  on  any  gov- 
ernmental agency. 

In  a  story  on  July  8. 1975.  Martin  Tolcliin  reported  that  Hugh  Carey 
was  on  the  payroll  of  his  brother's  company  during  the  14  years  he 
served  in  Congress,  receiving  an  annual  salary  of  $10,000.  Asked  to 
comment,  Governor  Carey  advised  that  he  received  the  annual  salary, 
a  fact  filed  with  the  Clerk  of  the  House  of  Representatives  as  a  matter 
of  public  record  as  required  by  House  Rules,  by  family  agreement  as 
a  supplemental  income. 

Governor  Carey  testified  before  the  Federal  Grand  Jury  last  Fall. 
Iji  a  press  conference  following  that  appearance,  he  stated  that  he  had 
not  made  contacts  or  exerted  any  pressure  in  connection  with  the  oil 
deal  involving  his  brother,  had  not  authorized  anyone  on  his  staff  to 
do  so.  and  did  not  believe  that  anyone  on  his  staff  would  do  so  without 
his  authorization  or  knowledge. 

V.    BACKGROUND 

Following  implementation  of  the  oil  embargo  by  the  OPEC  nations 
in  October  107o.  the  Government  took  steps  to 'regulate  the  export 
of  petroleum  and  its  products.  Otherwise,  foreign  demand  would  re- 
sult in  an  excessive  drain  on  already  scarce  supplies  in  the  United 
Stales  and  high-priced  imports  would  have  a  serious  inflationary 
impact  on  the  domestic  economy.  To  impose  a  complete  embargo  oil 
all  further  exports  of  such  materials,  however,  was  apparently  deemed 
contrary  to  our  foreign  policy  aims  by  the  Executive  Branch" 

Accordingly,  the  Commerce  Department,  with  the  concurrence  of 
f-  E( )  and  other  agencies,  amended  the  Export  Administration  Regu- 
lations, effective  December  13,  1973.  and  revised  the  Commoditv  Con- 
trol List  to  require  a  validated  license  to  export  a  number  of  petroleum 
products,  including  crude  oil.  With  respect  to  crude,  exports  could 


be  licensed  during  the  balance  of  1973  in  accordance  with  the  Alaska 
Pipeline  Act  of  November  16,  1973  (P.L.  93-153),  which  generally 
prohibited  exports  of  domestic  produced  crude  oil  transported  by  pipe- 
line over  Federal  rights-of-way  except  to  the  extent  that  such  exports 
would  not  diminish  the  total  quantity  or  quality  of  petroleum  avail- 
able to  the  United  States.  Licenses  granted  under  the  amended  regu- 
lations would  be  valid  for  a  period  of  30  days  from  the  date  of  issuance. 
These  regulations  remained  in  effect  until  they  were  amended  to 
reflect  the  Emergency  Petroleum  Allocation  Act  on  April  18,  1974. 

VI.    FOU1I    EXPORT    LICENSES    GRANTED    TO    OTRONELLE-MOBILE 
GATHERING,   INC. 

Department  of  Commerce  records  reflect  the  following  information  : 

(1)  Citronelle-Mobile  Gathering  company's  initial  application  for 
an  export  license  was  filed  December  20,  1973,  with  the  Commerce 
Department's  Office  of  Export  Administration,  for  shipment  of 
250,000  barrels  of  crude  oil  to  Grand  Bahama  Petroleum  Company, 
Freeport.  Bahamas,  a  wholly-owned  subsidiary  of  NEPCO,  at  £14 
per  barrel  and  a  total  price  of  S3. 500,000.  Grand  Bahama  Petroleum 
Company  owns  a  65  percent  partnership  interest  in  BORCO,  a  refinery 
in  Freeport,  with  Standard  Oil  of  California  owning  the  remaining 
35  percent.  The  crude  was  sold  for  refining  b}^  BORCO,  primarily  into 
residual  fuel  oil,  for  resale  to  XEPCO  and  ultimate  sale  to  utilities 
on  the  United  States  Eastern  seaboard,  including  Con  Edison  and 
Long  Island  Lighting  Company. 

The  application  was  approved  December  21,  1973,  and  validated 
export  license  number  C31226-701-1  was  issued  December  26.  At  the 
request  of  Chamberlain's  company,  the  application  and  license  were 
handled  by  Commerce  on  an  expedited  basis  so  that  arrangements 
could  be  made  for  getting  a  vessel  to  port  on  or  about  Deceml^er  29, 
prior  to  the  preparation  and  mailing  of  the  license.  Accordingly,  when 
the  application  was  approved,  Commerce  notified  Chamberlain's 
attorney  by  telephone. 

On  January  6,  1974,  the  applicant  shipped  279,213  barrels  of  crude 
from  Mobile  to  Freeport  on  the  SS  Liberty  Bell  under  author- 
ity of  the  export  license.  This  was  nearly  30,000  barrels  over  the 
quantity  specified  in  the  export  license  and  resulted  in  the  use  of 
another  and  larger  vessel,  necessitated  by  the  unavailability  of  the 
ship  originally  designated  for  shipment  due  to  an  accident.  Lender 
export  regulations,  a  shipping  tolerance  of  10  percent  is  allowed. 
Since  the  shipment  exceeded  the  10  percent  and  the  SS  Liberty  Bell 
was  scheduled  to  be  used  for  a  second  shipment  also,  Citronelle- 
Mobile  filed  an  amended  application  on  January  17,  1974,  for  the 
additional  quantity,  which  was  approved  by  Commerce  on  January  1& 

(2)  Citronelle-Mobile's  second  application  for  an  export  license  was 
also  filed  on  December  20,  1973.  Initially,  it  was  proposed  that  one 
application  be  filed  covering  the  first  two  scheduled  shipments  of 
crude:  however,  after  consulting  with  the  Office  of  Export  Adminis- 
tration, the  applicant  filed  two  separate  applications,  requesting 
approval  for  the  shipment  of  250.000  barrels  of  crude  to  the  same 
consignee  at  the  same  price.  The  second  application  was  approved 
December  28,  and  export  license  number  B40102-266-1  was  issued 
January  2,  1974. 


Under  the  amended  application  approved  January  18,  the  quantity 
was  increased  to  310,000  barrels  in  order  to  utilize  the  full  capacity 
of  the  SS  Liberty  Bell.  As  it  turned  out.  this  vessel  was  not  used  to 
t  transport  the  second  shipment  of  crude.  Instead,  on  January  22,  1974, 
the  applicant  shipped  254,6-11  barrels  of  crude  from  Mobile  to  Free- 
port  on  the  SS  Alexandra  Conway. 

(8.  J  The  third  application  was  filed  February  22,  1974.  approved 
February  25.  and  export  license  number  C402 2 (5-70301  was  issued 
February  2(>.  This  application  called  for  shipment  of  250.000  barrels 
of  trude  to  the  same  consignee  at  $14  per  barrel.  On  February  25. 
1974.  the  applicant  shipped  231,443  barrels  of  crude  from  Mobile  to 
Freeport  on  the  SS  Gem*  Star. 

Chamberlain's  Washington  counsel.  C.  Alexander  Hewes.  Jr.. 
advised  that  during  this  period  of  the  third  application  (late  Febru- 
ary 1974),  he  discussed  with  Robert  Kan.  Chief,  Petroleum  Licensing 
I  nit.  Office  of  Export  Administration,  the  possibility  of  obtaining  a 
one-year  export  license  covering  numerous  shipments  of  crude  oil. 
Hewes  and  Chamberlain  felt  that  since  Commerce  had  been  routinely 
and  expeditiously  approving  the  applications  without  objection,  con- 
siderable time  and  expense  could  be  saved  by  all  parties  by  fixing  the 
responsibilities  and  objectives  on  a  long-term  basis.  Xo  action  ever 
resulted  from  these  discussions. 

On  March  8,  1974.  Robert  Kan  received  a  telephone  call  from  Robert 
Gossin,  an  FEO  Compliance  official,  concerning  a  possible  price  viola- 
tion o gainst  Citronellc-Mobile  Gathering,  Inc.  Gossin  requested  and 
was  furnished  export  license  information  concerning  the  export  of 
crude  reportedly  made  by  Citronelle-Mobile  in  December  1973  and 
January  1974  only,  according  to  Gossin.  since  he  was  unaware  of  the 
third  shipment  in  February  1974  at  the  time  of  his  call  to  Kan. 

Between  the  third  and  fourth  application,  the  Arab  oil  embargo 
ended  on  March  17. 1974. 

(4)  On  April  2.  1974.  the  fourth  application  was  filed  with  the 
Office  of  Export  Administration,  this  time  by  Citmoco  Services,  Inc.. 
one  of  Chamberlain's  companies.  This  application  was  for  the  ship- 
ment of  250,000  barrels  of  crude  to  the  same  consignee. 

The  information  furnished  by  Gossin  of  FEO  to  Kan  on  March  8 
gave  Commerce  cause  to  hold  the  fourth  application.  The  application 
was  discussed  at  the  April  3,  1974  meeting  of  the  Petroleum  Products 
Exceptions  Committee,  comprised  of  representatives  from  Commerce 
and  State  Departments  and  FEO  and  established  in  February  1974.  as 
an  adjunct  to  the  Hardship  Committee.  The  Committee  denied  the 
application  on  grounds  that  a  "case  was  not  made  to  the  satisfaction 
of  the  Committee  that  this  shipment  will  not  diminish  the  quality 
|  and  quantity]  of  petroleum  in  the  United  States." 

Kan  verbally  notified  Hewes  of  the  pending  rejection  on  April  3. 
and  oil  April  4  prepared  a  formal  "Notification  of  Kejection  of  Export 
License  Application"  advising  Citmoco  Services.  Inc.  of  the  denial  for 
the  following  reasons;  (a)  the  fact  that  crude  might  be  salable  at 
higher  prices  outside  the  United  States,  which  was  the  silent  concomi- 
6i  the  application,  cannot  be  a  factor  in  the  exercise  of  administra- 
tion discretion  within  an  export  control  program,  (b)  the  accompany- 
ing affidavit  was  not  persuasive  in  demonstrating  that  the  export  would 
not  diminish  the  total  quantity  or  quality  of  petroleum  available  to 


the  United  Slates  and  would  be  in  fcibe  national  interest,  and  (c)  it 
was  not  shown  that  the  crude  was  not  transported  by  pipeline  over 
Federal  rights-of-way.  This  notification  was  not  sent,  however,  since 
Howes  advised  he  was  preparing  a  legal  brief  in  support  of  the  fourth 
application. 

'Hewes  completed  his  brief  on  April  10.  11)7  -k  and  the  next  day,  he  and 
Chamberlain  discussed  the  application  matte]'  with  three  Commerce 
officials — Rauer  Meyer.  Director,  and  Wilson  Sweeney,  Assistant  Di- 
rector, of  the  Office  of  Export  Administration,  and  Richard  Hull,  Gen- 
eral Counsel's  Office. 

Chamberlain's  group  maintained  that  the  profits  made  on  this  trans- 
action would  be  plowed  back  into  development  work  in  the  Citroneile 
oil  field  in  Alabama.  They  contended  that  as  a  result  of  this  increase  in 
productive  capacity  and  in  view  of  the  fact  that  all  of  the  petroleum 
products  refined  from  this  transaction  would  be  returned  to  the  United 
States,  approval  of  the  application  would  increase  U.S.  supply  of  en- 
vv<xy  products.  Further,  they  said  that  relying  on  past  approvals,  the 
eompanv  had  undertaken  certain  actions  that  would  result  in  losses 
unless,  the  application  were  approved.  The  company  -purchased  outside 
crude  from  other  U.S.  companies.  As  a  result,  they  said  the  company's 
storage  tanks  were  full  and  it  would  be  necessarv  to  shut  down  their 
producing  field  for  lack  of  storage  space.  Since  the  field  is  on  a  water 
recovery  basis,  a  shutdown  would  result  in  a  permanent  loss  of  sub- 
stantial part  of  the  crude  oil  to  the  U.S.  The  storage  system  would  be 
full  bv  Saturday  night.  April  13.  Since  shipping  could  l)e  arranged  in 
two  days'  time,  the  storage  and  field  shutdown  problems  were  the 
critical  element  in  terms  of  timing,  they  argued.  It  was  further  con- 
tended that  the  Alaska  Pipeline  Act  was  not  applicable  to  the  license 
application. 

Initially  the,  applicant  indicated  that  the  2.50,000  barrels  of  crude 
would  come  from  two  sources:  96.000  barrels  previously  purchased 
from  Permian  Company  in  Texas  and  approximately  154,000  barrels 
from  the  applicant's  own  oil  fields  in  Alabama.  Upon  learning-  that 
the  9(>,'K)0  barrels  from  Permian  may  have  been  transported  through 
pipelines  crossing  Federal  rights-of-way  and  might  be  subject  to  the 
restrictions  of  the  Alaska  Pipeline  Act,  the  applicant  indicated  he 
would  dispose  domestically  of  the  Permian  oil  and  purchase  instead 
80,000  barrels  from  the  Miller  Oil  Purchasing  (  ompany.  Thus,  all  the 
oil  included  in  the  shipment  would  be  produced  in  Citroneile,  Alabama, 
and  would  not  cross  Federal  rights-of-way.  Chamberlain  offered  to 
furnish  an  affidavit  to  this  effect  and  did  so  on  April  1 1.  11)71. 

An  emergency  meeting  of  the  Petroleum  Products  Exceptions  Com- 
mittee was  held  on  April  12  to  consider  the  latest  developments  Delat- 
ing to  the  fourth  application.  The  following  tenrative  conclusions  were 
reached:  (a)  The  Alaska  Pipeline  Act  did  not  apply;  (b)  Xo  facts 
could  be  argued  for  control  under  the  Export  Administration  Act; 
and  (c)  Still  unknown  was  the  applicability  of  the  Emergency  Petro- 
leum Allocation  Act  (PL  9W159).2  It  was  decided  that  Commerce 
would  continue  its  efforts  to  search  maps  for  Federal  rights-of-way 
that  might  be  involved  and  recommended  placing  crude  oil  under 
quantitative  control,  closing  an  obvious  loophole  in  the  Office  of  Export 
Administration  regulations. 


2  Spp  pages  42-4.°.  for  a  full  discussion  of  the  regulations  mandated  by  the  Emergency 
Petroleum  Allocation  Act. 
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On  April  1*2,  1974,  Rauer  Meyer  and  Richard  Hull  discussed  this 
matter  with  Commerce  Under  Secretary  Tabor.  In  addition  to  the 
above,  they  discussed  the  following  points  :  that  William  Simon.  FEO 
Administrator,  was  consulted  about  this  application  by  his  Assistant 
Administrator  for  Operations  and  Compliance.  John  knubel.  Simon 
recommended  that  it  be  denied  on  the  grounds  that  the  applicant  had 
failed  to  demonstrate  that  the  oil  could  not  be  refined  domestically. 
This  was  relayed  to  Commerce  by  Knubel.  Chamberlain  stated  that  he 
bad  not  sought  to  offer  this  oil  to  domestic  refiners  because  from  his 
personal  knowledge  of  the  petroleum  industry,  he  was  aware  that  no 
U.S.  refinery  could  match  the  price  of  $14  per  barrel  offered  by  the 
Bahama  Petroleum  Company.  Upon  learning  that  the  crude  was  not 
subject  to  the  Alaska  Pipeline  Act  restrictions,  Meyer  and  Hull  talked 
with  Knubel  and  William  Walker.  FEO  General  Counsel,  who  agreed 
that  the  application  might  be  granted  if  it  were  necessary  to  do  so  on 
legal  grounds.  Commerce  was  concerned,  however,  that  this  applica- 
tion, if  granted,  not  constitute  a  precedent  for  further  sizeable  exports 
of  crude  when  domestic  refineries  were  operating  at  76%  of  capacity. 
The  point  was  also  made  that  approval  of  the  first  three  applications 
Was  granted  on  the  basis  of  complete  documentation  certifying  that 
all  of  the  finished  petroleum  products  were  to  be  returned  to  the  U.S. 
for  use  by  east  coast  utilities  and  that  export  of  this  crude  would  not 
diminish'  the  total  quantity  or  quality  of  petroleum  available  to  the 
United  States. 

Price  was  not  considered  by  the  Commerce  Department  in  processing 
the  three  applications  as  Commerce  Department  officials  did  not  believe 
price  was  within  Commerce's  area  of  responsibility. 

Based  on  the  above,  Acting  Secretary  Tabor  decided  on  April  1*2 
that  the  application  to  export  250,000  barrels  of  crude  should  be  ap- 
proved to  the  extent  of  184,000  barrels  (subtracting  the  96,000  barrels 
of  Permian  oil  and  adding  30,000  barrels  of  Miller  oil).  An  approval 
rider  would  point  out  to  the  applicant  that  the  rules  would  shortly  be 
changed  so  that  he  should  not  treat  this  approval  or  any  previous  ones 
a-  precedents  for  the  handling  of  future  cases.  In  reaching  this  de- 
cision. Mr.  Tabor  was  influenced  by  Hull's  legal  finding  that  Commerce 
did  not  have  the  authority,  as  the  rules  were  currently  worded,  to  deny 
an  application  for  the  export  of  crude  that  was  not  subject  to  the  pro- 
visions of  the  Alaska  Pipeline  Act. 

Thus,  the  fourth  application  was  approved  on  April  12,  1974,  and 
export  license  number  C40416-708-1  was  issued  on  April  15.  On  Mav 
26,  1974,  Citmoco  shipped  199.813  barrels  of  crude  from  Mobile  to 
Freeport  on  a  Liberian  flag  vessel. 

April  18. 1074.  Commerce  Department  amended  the  export  regu- 
lations relating  to  crude  oil.  whether  or  not  it  was  subject  to  the  re- 
gions of  the  Alaska  Pipeline  Act.  Generally,  while  exports  of  crude 
were  to  l>e  licensed  to  reflect  the  policies  of  the  Alaska  Pipeline  Act  and 
the  Emergency  Petroleum  Allocation  Act.  the  revised  regulations  were 
designed  to  a>sure  that  any  export  of  crude  would  be  part  of  a  trans- 
action  which  would  result  in  either  (a)  an  interchange  for  an  equal  or 
ter  quantity  of  crude,  (b)  in  the  case  of  crude  not  transported  by 
pipeline  over  a  Federal  right-of-way,  an  exchange  for  an  equivalent 
■  .    of   imported   petroleum  products  under  conditions  which 
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would  not  impair  FEO's  policy  of  increasing  Defining  capacity  to  opti- 
mum levels,  or  (c)  the  exporter  has  made  reasonable  efforts  to  dispose 
of  the  commodity  domestically  and  dm4  to  particular  circumstances 
beyond  his  control  such  commodity  cannot  l>e  disposed  of  domestically 
without,  his  incurring  substantial  economic  hardship. 

vii.  -rr.coM mutif.  staff  investigation  KEOABnrtfa  alleged  political 

PRESSURE    BY   CONGRESSMAN    HUGH    CASEY 

The  following  information  was  obtained  from  review  of  Commerce 
and  FEQ  FEA  records  and  staff  interviews  with  persons  involved 
in  this  matter. 

According  to  Charles  Owens,  former  Deputy  Assistant  Administra- 
tor in  the  Office  of  Policy.  Planning  and  Regulations,  FEO,  he  re- 
ceived the  information  concerning  Bart  Chamberlain's  exports  of  crude 
oil  to  Edward  Carey'.-  refinery  and  possible  political  influence  from  a 
Vice  President  of  Gulf  Oil  Corporation,  Lloyd  Schweizer.  during  a 
telephone  call  in  early  1974.  Following  the  call,  Owens  gave  Robert 
Gossin,  a  compliance  specialist  on  his  staff,  a  note  containing  the  fol- 
lowing jottings :  Chamberlain,  ( ltronelle  crude,  independent  in  Missis- 
sippi [sic],  BORCO,  X.  E.  Senators.  Owens  asked  Gossin  to  investi- 
gate the  matter. 

According  to  Schweizer,  Owens  initiated  the  call  to  him  around 
February  1974.  Owen-.  Schweizer  said,  asked  if  he  knew  crude  was 
being  exported.  Schweizer  said  he  told  Owens  there  were  rumors  that 
it  was,  but  that  he  never  indicated  that  it  was  being  done  or  by  whom. 
He  said  he  would  have  no  way  of  knowing  if  political  pressure  had 
been  applied.  He  said  he  did  not  remember  discussing  BORCO  or 
Chamberlain  with  Owens,  but  if  Owens  had  raised  them  with  him,  he 
would  have  had  to  say  he  did  not  know.  Schweizer  said  he  certainly 
did  not  volunteer  the  names  of  any  political  figures  and  that  he  did  not 
know  until  he  saw  it  in  the  newspapers  that  political  pressure  was  sus- 
pected. Schweizer  said  he  was  not  in  touch  with  any  other  FEO  official 
on  the  matter  except  Owens.  He  said  he  heard  rumors  that  the  crude 
was  being  exported  from  another  Gulf  Vice  President.  Crude  Oil  De- 
pan  ment,  Robert  Wiese.  who  was  responsible  for  crude  oil 
acquisitions. 

( rossin  advised  that  Owens  instructed  him  to  call  Wiese  and  that  he 
did  call  Wiese  on  two  occasions.  During  the  initial  call.  Wiese  made 
reference  to  the  involvement  of  a  New  York  Congressman  in  the  grant- 
ing of  Chamberlain's  export  license.  Gossin  called  Wiese  a  second 
time  and  learned  that  political  pressure  had  reportedly  been  exerted 
by  Congressman  Carey.  According  to  Gossin,  Wiese  indicated  that 
Carey  had  arranged  the  December-January  export  license.  (Actually, 
two  licenses  had  been  granted  at  the  time  (iossin  called  Wiese.  but 
(ro>sin  was  under  the  impression  there  had  been  only  one.)  Go>mh 
acknowledged  that  lie  did  not  ask  Wiese  how  he  became  aware  of  this 
information  and  did  not  ask  him  where  the  alleged  pressure  was 
applied. 

Subsequently.  Wiese  advised  Subcommittee  investigators  that  he  did 
net  have  any  evidence  of  Carey's  involvement.  He  stated  that  Cham- 
berlain told  Jack  Coates,  then  Vice  President  for  Crude  Acquisitions 
for  Gulf,  that  he  was  making  one  or  two  shipments  of  crude  to 
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BORCO,  but  after  that  he  would  continue  selling  to  Gulf.  Gulf  officials 
were  disturbed  at  the  loss  of  lubricating  oil.  but  they  only  had  a  verbal 
agreement  with  Chamberlain — not  a  written  contract. 

YVie.se  said  that  someone  outside  of  Gulf — he  could  not  remember 
whom — mentioned  "the  possibility"  of  a  New  York  Congressman  play- 
ing a  role  in  obtaining  the  export  license  and  that  he  told  Gossin  that 
lie  heard  there  was  pressure  from  Congressman  Carey.  Wiese  said  he 
never  asked  the  source  what  evidence  there  was  of  Carey's  involvement 
and  never  has  had  any  proof  of  it  but  decided  it  sounded  logical  and 
reasonable  since  BORCO  is  owned  by  Edward  Carey.  He  said  he 
"could  not  believe  then  and  cannot  believe  now  that  in  a  period  when 
there  was  a  shortage  of  oil  and  there  was  talk  of  gasoline  rationing 
that  export  licenses  could  be  obtained  from  the  Commerce  Department 
without  someone  questioning  them  or  without  someone  greasing  the 
skids."  Claiming  to  have  told  Gossin  only  that  he  heard  there  was 
pressure  from  Congressman  Carey.  Wiese  said  he  passed  on  this  sec- 
ond-hand information  because  Gulf  officials  were  concerned  at  the  loss 
of  the  lubricating  oil  and  thought  FEO  could  help  get  it  back.  He 
acknowledged  that  he  never  had  information — then  or  now — on  where 
the  alleged  political  pressure  was  applied.  He  advised  that  he  never 
talked  to  Commerce  Department  officials  concerning  this  matter. 

Gossin  advised  that  following  his  conversations  with  Wiese.  he 
called  Robert  Kan.  the  reviewing  officer  for  export  license  applications 
at  Commerce  to  check  on  Chamberlain's  export  license.  Gossin  said 
he  was  circumspect  and  did  not  mention  Congressman  Carey's  name 
to  Kan.  Gossin  merely  inquired  if  there  had  been  "congressional  in- 
terest" in  the  matter,  and  Kan  indicated  there  was.  Gossin  said  he 
assumed  Kan  was  referring  to  Congressman  Carey,  although  no  names 
were  mentioned. 

Robert  Kan  advised  that  he  received  a  call  from  Gossin  on  March  8, 
1974.  relating  to  a  possible  price  violation  against  Citronelle-Mobile 
Gathering,  Inc.  Gossin  desired  export  license  information  concerning 
crude  shipments  allegedly  made  by  this  firm.  Kan  referred  Gossin  to 
the  proper  section  to  obtain  this  data.  Kan  advised  he  could  not  recall 
any  inquiries  by  Gossin  concerning  Congressional  interest  in  this 
matter.  Kan  stated  it  is  possible  Gossin  may  have  made  such  an  in- 
quiry, but  he  could  not  recall  it,  nor  does  Kan's  memorandum  for  the 
hie,  reporting  Gossin's  call,  contain  any  reference  to  such  an  inquiry. 
Kan  advised  that  to  his  knowledge  neither  Congressman  Carey  nor 
anyone  from  his  office  or  on  his  behalf  ever  made  any  contact  whatso- 
ever in  connection  with  this  matter. 

Gossin  acknowledged  that  this  was  the  extent  of  his  investigation 
before  he  wrote  a  memorandum  to  his  supervisor,  Charles  Owens,  on 
March  12  that :  "I  have  verified  that  the  shipments  were  made  under 
an  export  license  granted  by  the  U.S.  Department  of  Commerce  with 
a  certification  to  the  effect  that  the  refined  products  would  be  returned 
to  the  United  States.  Additionally.- we  have  been  advised  that  the 
crude  was  sold  to  Ed  Carey  of  BORCO  and  that  the  export  license 
was  arranged  for  by  Carey's  brother,  Rep.  Hugh  Carey  of  New  York." 
^2: April  '  Charles  Owens  wrote  a  memorandum  to  Michael  Hunter, 
Office  of  Operations  and  Regulations,  asking  him  for  an  IRS  investi- 
gation. It  included  the  sentence,  "Reportedly,  subject  [Bart  Chamber- 
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lain]  obtained  an  export  license  with  the  assistance  of  Carey's  brother, 
Representative  Hugh  Carey  of  New  York." 

Jean  Heller,  the  Cox  reporter  who  broke  the  story,  advised  that  her 
original  tip  came  from  an  FEO  official  who  attended  a  dinner  party 
at  her  house  in  mid-March  li>74,  who  has  left  the  ar.  a  for  private 
Industry  and  who  has  subsequently  refused  to  return  her  calls.  The 
source  asked  for  and  was  guaranteed  confidentiality.  John  AYeber. 
former  Assistant  Administrator,  Regulations,  Operations  and  Com- 
pliance, FEO,  was  at  a  dinner  party  at  Jean  Heller's  in  the  Spring 
of  1974  but  claimed  he  was  not  her  source  and  said  he  bad  not  talked 
with  her  since  that  dinner  party.  AYeber  later  checked  his  diary  and 
stated  the  date  of  the  dinner  party  he  attended  at  Jean  Hellers  was 
mid-May  1974. 

Charles  Owens  and  Robert  Gossin,  by  their  own  admission,  were 
sources  for  Jean  Hellers  stories.  Gossin  advised  that  the  other  FEG 
officials  he  suggested  Jean  Heller  talk  with  were  John  Vernon  (who 
was  asked  to  conduct  an  investigation  to  see  if  any  FEO  official-  were 
culpable),  Charles  Owens,  William  Walker  (General  Counsel)  and 
John  Weber. 

Gossin  advised  that  Charles  Owens  told  reporters  that  he.  Gossin. 
received  a  call  from  Carey  directly.  Gossin  stated  he  never  received  a 
phone  call  from  Carey  and  does  not  know  anyone  who  did.  Owens 
acknowledged  that  Gossin  subsequently  corrected  him. 

Gossin  said  his  only  concern  in  conducting  the  investigation  was 
whether  the  transactions  had  avoided  price  regulations.  If  they 
involved  supplier/purchaser  relationships,  it  belonged  in  AAVher's 
shop.  The  case  did  involve  supplier/purchaser  relationships — albeit 
informal  ones. 

It  should  be  noted  that  in  a  second  story  following  Governor  Carey's 
denial  of  any  involvement  in  this  matter,  Jean  Heller  attempted  to 
confirm  the  information  in  Gossims  memorandum  concerning  Carey's 
involvement.  She  reported  that  she  asked  Gossin  if  he  were  absolutely 
certain  on  the  basis  of  his  investigation  of  Hugh  Carey's  involvement 
to  which  he  replied.  "Yeah,  or  I  wouldn't  have  written  it." 

John  Verniers,  formerly  of  the  Office  of  Congressional  Affairs,  FEO. 
by  his  own  admission,  was  the  source  of  Martin  TolchinV  stories  in 
The  New  York  Time*.  After  reading  Jean  Heller's  firsj  story  in  The 
Washington  Post.  June  22,  he  remembered  that  he  had  received  a  call 
from  Congressman  Carey's  office.  He  mentioned  this  over  lunch  to 
Bob  Nipp,  Director  of  FEO's  Office  of  Public  Affairs,  and  Xipp  sug- 
gested to  Tolchin  that  he  call  Venners,  which  Tolchin  did.  According 
to  Venners,  Tolchin  asked  him  how  many  calls  had  been  made.  He 
told  him  he  had  received  one  call  and  that-  there1  may  have  been  others. 
According  to  Venners.  Tolchin  asked  him  if  there  might  have  been 
six  or  eight.  Venners  said  he  replied  flippantly  that  there  might  have 
been,  meaning,  he  says,  that  there  might  have  been  a  large  number  or 
none — he  just  didn't  know.  In  a  story  datelined  June  25.  Tolchin 
wrote:  cThe  Federal  Energy  Administration  was  told  by  one  of  its 
fanner  officials  today  that  repeated  efforts  were  made  by  the  oil; 
Governor  Carey,  while  he  was  serving  in  the  House  of  Representatives, 
to  intervene  to  obtain  a  Federal  license  in  an  oil  deal  involving  his 
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brother,  Edward  M.  Carey.  The  former  aide  said  that  between  Decem- 
ber 1973  and  March  1974.  his  office  had  received  six  to  eight  telephone 
calls  from  members  of  Mr.  Carey's  Congressional  office  on  behalf  of 
the  licensing.  The  former  aide  said  that  he  had  received  two  of  the 
calls  himself  and  that  the  remainder  had  been  received  by  his 
colleague?.*' 

After  the  article  appeared,  Venners  said  he  called  Tolchin  and  com- 
plained that  Tolchin  had  misrepresented  what  he  had  said.  Venners 
said  that  Tolchin  told  him  that  what  he  wrote  was  what  he  understood 
Venners  to  say.  Tolchin  advised  Subcommittee  investigators  that  his 
source  was  confident  that  what  he  described  as  happening  actually 
happened.  After  the  first  article  appeared  reporting  six  to  eight  calls, 
the  source  said  he  was  going  to  check  his  telephone  logs  but  later  told 
Tolchin  he  could  not  find  them.  Tolchin  said  he  subsequently  wrote  an 
article  reporting  that  the  number  of  calls  was  not  six  to  eight  but  two 
to  four. 

.V  Iter  seeing  Tolchin's  first  article  in  print.  Venners  said  he  decided 
that  things  were  getting  out  of  hand  and  requested  a  meeting  with 
T^  EA  Administrator,  Frank  Zarb.  FEO  became  FEA  on  June  27, 1974. 
That  meeting  was  held  on  June  28.  1975.  Present  were  Zarb.  General 
Counsel  Robert  Montgomery,  and  Deputy  Counsel  Douglas  Robinson, 
who  wrote  a  memorandum  for  the  files  on  June  30.  Venners  told  them 
that  he  remembered  a  phone  call  from  a  staff  member  in  Congressman 
( 'a ivy's  office.  He  said  the  individual  simply  asked  how  one  obtained 
an  export  license  for  crude  oil.  Venners  said  he  assigned  one  of  his 
employees,  probably  Abigail  Fell,  to  obtain  the  necessary  information. 
He  believed  that  Fell  may  have  had  a  few  additional  telephone  con- 
versations with  Congressman  Carey's  office  before  it  was  determined 
that  a  Mr.  Jack  Gaines  in  the  Department  of  Commerce  was  the  person 
who  should  be  contacted.  Venners  said  that  to  his  knowledge  the  only 
inquiry  made  to  FEO  by  Congressman  Carej-'s  office  was  the  procedure 
for  obtaining  an  export  license. 

Venners  advised  that  he  could  not  remember  whether  the  call  from 
Carey's  office  came  from  a  male  or  female  staff  member  and  could  not 
remember  if  the  Office  of  Congressional  Affairs  called  Carey?s  office 
back  with  the  information  or  if  Carey's  office  called  back. 

Mr.  Gaines  said  he  never  had  any  contact  with  Congressman  Carey 
or  with  anyone  representing  Congressman  Carey. 

Abigail  Fell  advised  she  had  no  recollection  of  an  inquiry  from  Con- 
ssman  Carey's  office  concerning  how  one  obtained  an  export  license 
for  crude  oil.  She  said  she  might  well  have  worked  on  this  and  deter- 
mined that  Mr.  Gaines  in  the  Commerce  Department  was  the  proper 
"ii  to  contact  and  may  have  furnished  this  information  to  Carey's 
office,  but  she  simply  had  no  recollection  of  it.  She  pointed  out  that  the 
Office  of  Congressional  Affairs  was  virtually  inundated  with  calls  dur- 
ing the  Aral)  embargo  requesting  information  and  any  such  call  would 
have  been  handled  like  the  others. 

M;i  rtha  ( rolden.  Governor  Carey's  secretary,  who  held  the  same  posi- 
tion when  he  was  Congressman,  advised  she  had  no  recollection  of  anv- 
on  the  Congressman's  staff  making  an  inquiry  of  FEO  or  Com- 
merce regarding  how  to  obtain  an  export  license"  for  crude  oil.  She 
said  that  while  it  was  possible  that  a  staff  emplovee  may  have  made 
such  a  call,  she  doubted  such  a  call  was  made  since,  in  all  probability. 
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she  would  have  been  aware  of  it,  and  there  had  been  no  discussion  in 
the  office,  or  any  pending  matter,  dealing-  with  exports  of  crude  oil. 

Yiir.   DEFICIENCIES    IX    THE    HANDLING   OF  THE   MATTES   BY  THE 
DEPARTMENT   OF   COMMERCE 

a.  T7u  •  rtibargo  period 

On  October  17.  1973,  approximately  l1-'.  months  prior  to  the  initial 
application  by  Citronelle-Mobile  Gathering  Co..  Inc.  (CITMOCO) 
for  its  !irsr  export  License,  the  Arab  embargo  began.  Imports  of  crude 
oil  necessary  to  the  energy-intensive  American  economy  fell  from  3.7 
million  barrels  per  day  in  October  to  3.-L  million  barrels  per  day  in 
November.  As  the  amounts  of  oil  already  committed  to  transport  began 
to  plunge,  the  quantity  of  imports  shrank  further.  Imports  in  Decem- 
ber averaged  2.9  million  barrels  per  day  while  in  January  of  1974, 
after  OPEC  oil  already  "in  the  pipeline"  had  been  largely  exhausted, 
imports  totaled  2.3  million  barrels  per  day  or  a  37.8  percent  decrease 
from  October  of  1973. 

The  Report  of  the  Committee  on  Interstate  and  Foreign  Commerce 
to  accompany  the  bill  ILK.  9861,  the  Emergency  Petroleum  Allocation 
Act  of  1973  (P.L.  93-159),  details  the  impact  of  these  shortfalls.  (See 
H.  Rep.  93-531 )  Liquid  petroleum  gas  necessary  for  crop  drying  and 
other  agricultural  operations  was  unavailable  in  many  areas  and.  where 
it  was  available,  prices  had  jumped  300  percent.  Many  school  systems 
could  not  obtain  supplies  of  heating  fuel.  Some  2,000  independent  re- 
tailers were  forced  out  of  business  because  of  a  shortage  of  gasoline  to 
sell  to  the  public.  By  late  December  1973.  the  press  began  carrying 
stories  on  a  new  phenomenon  in  American  life,  the  gasoline  line. 

b.  Congressional  act  ton 

An  immediate  legislative  response  was  essential.  On  November  10. 
1973  the  Alaska  Pipeline  Act  (93-153)  became  law.  This  Act 
authorized  construction  of  the  Trans-Alaska  pipeline  necessary  to 
make  available  to  American  consumers  Alaska's  important,  petroleum 
resources.  Eleven  days  later  on  November  27.  1973.  the  Emergencv 
Petroleum  Allocation  Act  of  1973  (P.L.  93-l.V.t)  became  law. 

Both  Acts  addressed  an  obvious  weakness  in  Federal  regulation  of 
petroleum  in  a  period  of  substantial  short  supply — the  unnecessary 
export  of  domestic  crude  oil.  The  Alaska  Pipeline  Act  amended  section 
28  of  the  Mineral  Leasing  Act  of  1920  (30  U.S.C.  185)  to  prohibit  the 
export  of  ". . .  domestically  produced  crude  oil  transported  by  pipeline 
(Federal)  rigkt&-ofLtcap  .  .  .'*  (emphasis  added).  Even  this  pro- 
hibition on  exports  of  a  limited  class  of  domestic  crude  oil  was  further 
circumscribed  by  the  allowance  of  exemptions.  P^xports  of  oil  could  be 
authorized  if  (a)  the  export  was  to  an  adjacent  country,  (b)  the  trans- 
fer constituted  part  of  an  exchange  of  a  similar  quantity  of  crude  oil 
or  was  exported  and  reimported  into  the  U.S..  and  (c)  such  export  did 
not  diminish  the  quantity  or  quality  of  petroleum  available  to  domes- 
tic commerce.  The  Alaska  Pipeline  Act  was  an  important,  though 
limited,  first  step  in  the  regulation  of  petroleum  exports. 

The  Emergency  Petroleum  Allocation  Act  of  197:;  was  and  is  more 
sweeping  in  its  mandate.  Representing  the  first  comprehensive  legisla- 
tive enactment  dealing  with  the  energy  crisis,  the  Act  required  in  Sec- 
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tion  -i(d)  that  ••crude  oil  .  .  .  produced  .  .  .  within  the  United  State> 
shall  he  totally  allocated  for  use  by  ultimate  users  within  the  United 
States  to  the  extent  practicable  and  necessary  to  accomplish  the  objec- 
tives of  subjection  (b)."  Section  1(b)  mandated  that  regulations,  to 
the  maximum  extent  practicable,  provide  for.  inter  alia  : 

(A)  protection  of  public  health,  safety  and  welfare  .  .  .; 

i  B)  the  allocation  of  .  .  .  crude  oil  to  refineries  in  the  United  S; 
to  permit  such  refineries  to  operate  at  fall  ectpacUy  (emphasis  added)  : 

iC)  equitable  distribution  of  crude  oil  .  .  .  at  equitable  price* 
(emphasis  added)  :  .  .  . 

The  Administration  worked  closely  with  the  Congress  on  the  pro- 
vi>ions  of  this  Act  and  Section  4(a)  required  the  President  to  promul- 
gate regulations,  including  Sect  ion  4(d)  regulations.  ;'(not)  later  than 
fifteen  days  after  the  date  of  enactment  of  the  Act"  or  by  December  12, 
1973.  This  was  six  days  prior  to  Citmoco's  initial  license  application 
and  14  days  prior  to  approval  of  Citmoco's  first  application. 

c.  Comn  erce  Department  analysis  of  the  congressional  enactments 

The  provisions  of  the  Emergency  Petroleum  Allocation  Act  were 
known  by  the  Department  of  Commerce.  In  a  memorandum  dated 
December  5,  1D7.>.  the  subject  of  which  was  "Authority  to  Impose 
Export  Controls  .  .  .  under  the  EPAA,"  to  Secretary  of  Commerce 
Dent  from  Karl  E.  Bakke  .the  Department's  General  Counsel.  Mr. 
Bakke  wrote  :  "On  the  basis  of  the  authority  contained  in  Section  4(d) 
and  it.-  legislative  history,  I  have  concluded  that  the  President 
only  has  the  authority  but  is  required  to  establish  export  controls  on 
rriule  oil  (emphasis  added)  .  .  ."  The  General  Counsel's  memorandum 
further  notes  in  regard  to  the  bill  sent  to  the  House  by  the  Committee 
on  Interstate  and  Foreign  Commerce  that  the  provision  relating  to 
export  controls,  a  provi>ion  identical  to  section  4(d)  of  the  Act  except- 
or the  exclusion  of  lubricating  oils,  that  "the  Committee  intended 
i'i)V  the  President  to  have  discretion  to  authorize  exports  .  .  .  as  long 
as  such  export*  are  consistent  with  objectives  of  the  Act  (empJ 
added)."  It  was  also  stated  that  ••Section  4(a)  of  the  Emergency 
Petroleum  Allocation  Act  of  1973  requires  that  regulations  be  pro- 
mulgated not  later  than  fifteen  davs  from  enactment  (December 
12)   .  .  ." 

In  light  of  the  General  Counsel's  understanding  of  the  letter  and 
spirit  of  the  Emergency  Petroleum  Allocation  Act,  it  is  surprising 
that  his  recommended  method  of  meeting  the  Executive's  obligati 
under  the  Act  failed  to  include  any  consideration  of  the  full  use  of 
domestic  refinery  capacity  or  maintenance  of  equitable  prices.  Rather 
than  address  and  carry  out  the  objectives  of  the  Act.  under  Section 
4(b).  the  General  Counsel  sought  to  find  support  for  the  institution 
of  ;i  quota  program  based  on  197:2  export  levels.  Mr.  Bakke  based  his 
argument  in  favor  of  such  a  program  on  the  language  in  the  Con- 
ference Report  relating  to  domestic  allocations  and  the  "flexibility** 
granted  the  President  by  the  Act.  It  is  interesting  to  note  that  Mr. 
Bakke  could  not  find  a  similar  "flexibility"  in  the  narrower  Alaska 
Pipeline  Act  upon  which  to  base  an  apparently  preconceived  Depart- 
mental program.  Finally,  the  Bakke  memorandum  evinces  strong 
various  over  the  administrative  procedures  mandated  by  the  Allo- 
cation Act  (the  procedures  of  the  Economic  Stabilization  Act  of  1970 
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<  P.P.  01-151))  as  these  procedures  were  [686  "flexible"'  and  more  bur- 
densome to  the  Department. 

d.  Promulgation   of  oil  export   regulations  oy  the  Department  of 

( 'ommerce 

Pursuant  to  Executive  Order  1 1 7  is,  the  Department  of  Commerce. 
by  December  7,  107:}.  accepted  responsibility  for  initiating  "a  system 
of  export  controls  ...  to  fulfill  the  President's  responsibility  under  'The 
Emergency  Petroleum  Allocation  Act  of  1973V'  (See  Appendix  A  and 
letter  o$  Secretary  Morton  to  Chairman  Moss,  Appendix  1>.)  This  dele- 
gation was  confirmed  by  the  issuance  of  petroleum  export  regulations 
bv  Commerce  on  December  b">.  1973  (Export  Administration  bulletin 
No.  1Q6,  EAP>-OE()-lO(;.  15  CEP  §  377)  and  FEO  regulations  defer- 
ring to  Commerce  with  respect  to  export  controls  on  December  ~1. 
1973,  15CFK  §211.1  (b)(1)* 

In  a  letter  from  the?)  Secretary  of  Commerce  Dent  to  William 
Simon,  dated  December  10.  1973,  the  Secretary  stated  that  the  regu- 
lations "will  fulfill  in  toto  the  export  controls  required  by  the  Emer- 
gency Petroleum  Allocation  Act."'  In  fact,  the  Commerce  Depart- 
ment's December  P>.  1073  regulations  (effective  December  14,  197$) 
were  issued  pursuant  to  the  Export  Administration  Act  of  1068  (P.E. 
£1-184),  apparently  to  sidestep  conoressionally  mandated  procedure^ 
required  by  the  EPA  A.  and  authorized  any  and  all  experts  of  crude 
oil  not  prohibited  by  the  Alaska  Pipeline  Act.  These  regulations  con- 
tained no  reference  to  the  Allocation  Act's  4(b)  criteria.  In  particular, 
the  December  Pi.  1979  regulations  did  not  address  the  mandate  of 
Section  4(b)  (1)  (E).  relating  to  maximum  use  of  T'.S.  refinery  capac- 
ity, or  Section  4(b)  (1)  (E),  relating  to  equitable  price*. 

Not  until  April  IS.  P.I7I  did  the  export  reflations  also  reflect  the 
provisions  of  the  Emergency  Petroleum  Allocation  Act  by  requiring 
that  the  exporter  not  only  demonstrate  that  the  crude  was  not  and  will 
not  be  transported  over  a  Eederal  rio-ht-of-way  and  that  the  license 
will  result  in  no  loss  of  supply  but  that  the  exporter  must  first  offer  the 
crude  domestically.  The  last  requirement  reflected  the  fact  that  U.S. 
refineries  at  the  time  were  operating  at  alxmt  76  percent  capacity  and 
the  fact  that  imported  oil  at  unregulated  prices  would  contribute  to 
inflation.  It  should  be  noted  that  this  reform  of  the  regulations  to 
address  t\\e  mandate  of  the  EPAA  constitutes  some  *20  lines  in  the 
( Jodie  6i  Eederal  Regulations,  15  CFE  .*  377.6(d  >  (ii). 

e.  Tin    Cftmoco   export   licenses  approved  hi/  the  Veizqrtment  of 

('ommen ■■< 

The  December  lo.  1973  regulations  Issued  by  the  Department  of 

Commerce  were  obviously  deficient.  It  is  because  of  these  regulations 
that  Citmoco  was  allowed  to  sell  crude  oil  for  -1  -2  times  the  controlled 
price. 

However,  even  these  flawed  regulations  were  improperly  adminis- 
tered. The  first  three  license  applications  were  approved  without  hesi- 
tation by  the  Petroleum  Section.  Office  of  Export  Administration 
beoansej  according  to  Robert  Kan,  they  met  all  the  technical  require- 
ments then  on  the  book-.  Put  Subcommittee  analysis  of  the  first  three 
license  applications  and  supporting  documents  supplied  by  the  Depart- 
ment of  Commerce  indicates  Commerce  had  insufficient  data  to  deter- 
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mine  whether  all  "technical"  requirements  had  been  met.  Specifically,, 
the  documents  relating  to  the  first  three  applications  contain  no  spe- 
cific assertion  by  the  applicant  or  Commerce  officials  that  the  oil  to  be 
exported  had  not  been  transported  by  pipeline  over  Federal  rights-of- 
way.  Xot  until  the  fourth  application  (April  2,  1974)  did  Commerce 
request  or  receive  an  affidavit  or  other  document  from  the  applicant 
asserting  that  the  oil  to  be  exported  was  not  subject  to  the  provisions 
of  the  Alaska  Pipeline  Act.  (This  was  confirmed  by  staff  interviews 
with  officials  of  the  Department  of  Commerce.) 

Since  such  information  was  essential  to  a  determination  of  compli- 
ance or  non-compliance  with  regulations  developed  pursuant  to  the 
Alaska  Pipeline  Act.  the  failure  to  seek  such  information  and  the  speed 
with  which  the  applications  were  approved,  a  matter  of  a  few  days  in 
each  case,  reflects  superficial  administration  of  even  the  limited  Decem- 
ber 13. 1973  regulations. 

/.  Reform  of  Commerce  Department  oil  export  regulations 

The  Department  of  Commerce  never  independently  initiated  reform 
of  its  regulations  to  meet  the  requirements  of  the  Emergency  Petro- 
leum Allocation  Act.  Only  when  Robert  Kan  received  a  call  from 
Robert  Gossin  that  FEO  was  investigating  Citmoco  for  possible  vio- 
lation of  FEO  price  and  allocation  regulations  did  Commerce  consider 
denying  the  fourth  application  and  reconsider  the  appropriateness  of 
its  oil  export  regulations. 

The  fourth  license  application  was  discussed  at  two  meetings  of  the 
Exceptions  Committee.  Ron  Hoffman,  who  worked  for  John  Knuble, 
Deputy  Assistant  Administrator  for  International  Energy  Affairs, 
was  the  FEO  representative  on  that  committee.  He  remembers  two 
meetings  to  discuss  the  fourth  license  application.  Hoffman  checked 
with  Knuble  who  checked  with  FEO  Administrator,  William  Simon. 

The  latter  objected  to  the  granting  of  the  fourth  license.  Meanwhile, 
Commerce's  Assistant  General  Counsel  for  Domestic  and  International 
Business.  Richard  Hull,  was  also  checking  with  FEO's  General  Coun- 
sel. William  Walker,  and  FEOrs  legal  opinion  was  that  Commerce  had 
no  legal  basis  for  denying  the  fourth  application.  The  reason  Com- 
merce had  no  legal  basis  to  deny  the  application  was  because  the 
December  13,  1973  regulations  implemented  only  the  Alaska  Pipeline 
Act  while  ignoring  the  provisions  of  the  Emergency  Petroleum  Allo- 
cation Act, 

Ultimately.  Commerce  was  forced  to  approve  the  fourth  application. 
It  then  amended  its  regulations  to  reflect  the  mandate  of  the  Emer- 
gency Petroleum  Allocation  Act  of  1973  on  April  18, 1974.  four  months 
after  such  regulations  were  required  to  be  issued  by  the  Act  and  some 
4H  months  after  the  Act  was  signed  into  law  by  the  President. 
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The  Secretary  of  Commerce, 
Washington,  D.C.  December  10,  1973, 
Hon.  William  E.  Simon, 
Deputy  Secretary  of  the  Treasury 
Washington,  D.C. 

Dear  Bill:  This  will  confirm  your  decision  of  Friday  afternoon  directing  that 
the  Department  of  Commerce  initiate  a  system  of  export  controls  on  petroleum 
products  to  fulfill  the  President's  responsibility  under  "The  Emergency  Petroleum 
Allocation  Act  of  1973." 

To  simplify  administrative  procedures  and  avoid  the  necessity  of  publishing  a 
new  set  of  rules  for  comment,  we  propose  moving  under  the  authority  granted 
us  under  the  Export  Control  Act,  but  will  fulfill  in  toto  the  export  controls  re- 
quired by  the  Emergency  Petroleum  Allocation  Act  of  1973.  In  addition,  the 
Alaskan  Pipeline  Act  requires  the  restriction  of  domestically  produced  crude 
which  has  been  transported  by  pipeline  over  Federal  Rights  of  Way.  We  will 
design  our  system  to  fulfill  the  requirements  of  this  legislation  also. 

As  you  have  requested,  we  are  currently  developing  the  procedures  under  which 
we  will  accomplish  the  control  program  and  will  review  them  with  John  Knubel 
before  announcing  or  initiating  them. 
Sincerely  yours, 

Frederick  B.  Dent, 
Secretary  of  Commerce. 
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The  Secretary  of  Commkkci:, 

Washington,   B.C. 
I  Ion.  John  E.  Moss, 

Chairman,  Subcommittee  on  Oversight  and  Investigation*,  Committee  on  Inter- 
state and  Foreign  Commerce,  House  of  Represent  a  tires,  Washington.  B.C. 
Dear  Mr.  Chairman  :  In  further  response  to  your  letter  of  June  23,  1975,  re- 
questing a  report  on  the  issuance  by  this  Department  of  licenses  for  the  export 
of  crude  oil  to  a  Bahamas  refinery,  I  am  pleased  to  provide  the  information  set 
forth  in  the  enclosed  report. 

As  you  know,  much  of  the  information  contained  in  this  report  is  of  a  con- 
fidential nature,  pursuant  to  Section  7(C)  of  the  Export  Administration  Act  of 
1969,  as  amended.  Accordingly,  I  would  highly  appreciate  your  Suhcommittee 
giving  the  enclosed  report  confidential  treatment  to  the  maximum  extent  possible 
consistent  with  the  purposes  for  which  you  have  requested  this  information. 
Sincerely, 

BOGEBS    MoitTOX, 
Secret  org    of    Commerce. 

Report  ox  the  Issuance  of  Licenses  to  Citmoco,  Inc.  (Mr.  Bart  Chamberlain) 
Permitting  the  Export  of  Domestic  Crude  Oil  to  a  Bahamas  Refinery 

In  December  1973,  at  the  request  of,  and  in  cooperation  with,  the  Federal 
Energy  Office,  the  export  of  crude  oil  and  certain  petroleum  products  from  the 
United  States  was  placed  under  strict  licensing  control  by  this  Department. 
Although  the  short  supply  authority  (Section  3(2)  (a))  of  the  Export  Admin- 
istration Act  of  1969,  as  amended  and  extended,  was  used  in  initiating  the  con- 
trol system,  in  order  to  simplify  administrative  procedures,  the  purpose  of  the 
controls  was  to  implement  the  provisions  of  the  Alaskan  Pipeline  Act  of  Novem- 
ber 16,  1973,  and  the  Emergency  Petroleum  Allocation  Act  of  November  27,  1973. 

Regulations  were  published  on  December  13,  1973.  in  Export  Administration 
Bulletin  No.  106,  which  provided  that  the  Office  of  Export  Administration  would 
consider  applications  for  validated  licenses  to  export  crude  oil  during  1973  to  the 
extent  permissible  under  the  provisions  of  the  Alaskan  Pipeline  Act.  if  it  were 
demonstrated  by  the  applicant  that  the  proposed  export  would  not  diminish  the 
total  quantity  or  quality  of  petroleum  available  to  the  United  States.  This  regu- 
lation was  continued  until  April  18,  1974,  by  subsequent  Export  Administration 
Bulletins.  The  Federal  Energy  Office  concurred  in  these  regulations. 

Three  licenses  were  issued  late  in  1973  and  early  1974  to  Citronelle  Mobile 
Gathering,  Inc.  (Citmoco)  of  Mobile.  Alabama,  authorizing  the  export  of  crude 
oil  to  the  Bahamas.  Each  application  for  a  license  was  supported  by  an  affidavit 
certifying  that  all  of  the  various  petroleum  products  refined  from  the  crude  oil 
would  be  returned  to  the  United  States.  The  Office  of  Export  Administration  was 
satisfied  that  the  export  of  this  erode  petroleum  would  not  diminish  the  total 
quantity  or  quality  of  petroleum  available  to  the  United  States. 

Another  application  was  tiled  by  Citmoco  in  early  April  1974.  During  discus- 
sions with  FEO  officials,  the  latter  noted  that  licenses  should  not  be  issued  for 
exports,  even  though  the  transaction  involved  a  return  of  finished  products  to  the 
U.S.,  unless  the  applicant  could  demonstrate  that  he  bad  made  every  reasonable 
effort  to  dispose  of  the  crude  oil  domestically. 

The  applicant  was  advised  of  this  fact,  whereupon  attorneys  for  the  appli- 
cant submitted  evidence  that  the  oil  which  was  to  be  exported  was  not  subject  to 
the  export,  restrictions  of  the  Alaskan  Pipeline  Act.  That  Act  is  applicable  to  all 
crude  oil  domestically  produced  (  whether  or  not  In  Alaska)  which  is  transported 
through  pipelines  crossing  Federal  rights-of-way.  The  crude  oil  produced  in  the 
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applicant's  oil  fields  at  Citronelle  was  transported  some  thirty  miles  to  the  port 
of  exportation  through  a  pipeline  which  did  not  cross  any  Federal  rights-of-way. 
This  highly  unusual  fact  was  fully  documented  by  the  plats  of  the  pipeline  sub- 
mitted by  the  attorneys  for  the  applicant.  Moreover,  the  applicant  indicated  that 
in  reliance  on  prior  approvals  of  three  licenses,  it  had  allowed  its  storage  tanks  to 
fill  up  and  it  would  be  necessary  to  shutdown  production  at  the  Citronelle  fields 
for  lack  of  storage  space  unless  the  export  under  the  fourth  license  application 
was  authorized  during  the  following  days.  In  addition  to  the  financial  loss  which 
such  a  shutdown  would  cause  to  the  applicant,  it  was  explained  that  because 
these  fields  were  operated  on  a  water  recovery  basis,  a  shutdown  would  result 
in  a  permanent  loss  of  a  substantial  amount  of  crude  to  the  United  States. 

Following  discussions  between  Commerce  and  FEO  lawyers,  it  was  concluded 
that  our  regulations  had  not  been  drafted  to  cover  this  unique  situation,  the 
underlying  assumption  having  been  that  all  crude  oil  produced  in  the  United 
States  was  transported  through  pipelines  crossing  some  Federal  rights-of-way. 
Most  importantly,  our  regulations  did  not  include  a  requirement  that  the  appli- 
cant must  have  demonstrated  that  he  had  made  every  reasonable  effort  to  dispose 
of  the  oil  domestically. 

For  these  reasons  it  was  decided,  with  the  concurrence  of  FEO,  to  issue  this 
fourth  license  and  to  amend  our  regulations  so  as  to  preclude  the  granting  of  any 
further  licenses  on  these  terms. 

The  export  regulations  were  amended  on  April  18,  197o,  to  provide  an  additional 
licensing  criterion:  namely,  that  the  exporter  has  made  reasonable  efforts  to 
dispose  of  his  crude  oil  domestically  and  that  due  to  particular  circumstances 
beyond  his  control,  he  cannot  dispose  of  such  crude  oil  domestically  without 
incurring  substantial  economic  hardship.  A  mere  showing  that  there  is  an  oppor- 
tunity to  sell  at  a  higher  price  in  a  foreign  market  is  not  considered,  by  itself, 
to  constitute  an  economic  hardship. 

Xo  license  for  the  export  of  crude  oil  has  been  issued  since  the  regulations 
were  changed.  There  are  no  applications  for  licenses  pending  before  the  Office 
of  Export  Administration  at  this  time. 

The  specific  questions  raised  in  your  letter  of  June  23,  1975  are  dealt  with 
below. 

(a)  Question.  Were  such  licenses  granted  [to  Mr.  Bart  Chamberlain 
(Citnioco)]? 

Answer.  As  noted  above,  three  licenses  were  issued  to  Mr.  Chamberlain 
(Citnioco)  late  in  1973  and  early  1974,  and  a  fourth  license  was  issued  to  the 
same  firm  in  April  1974.  Subsequent  to  the  issuance  of  that  fourth  license,  the 
Department  amended  its  regulations  so  as  to  preclude  the  issuance  of  any  fur- 
ther licenses  on  the  same  terms,  and  none  has  been  issued  since. 

(b)  Question.  What  persons  contacted  the  Department  of  Commerce  or  the 
Office  of  Export  Administration  in  support  of  granting  of  the  licenses'.' 

Answer.  A  search  of  the  records  of  this  Department  revealed  that  the  only 
persons  who  contacted  this  Department  in  connection  with  the  first  three  license 
applications  were :  David  M.  Tappen,  Vice-President  of  the  applicant  firm, 
Citronelle  Mobile  Gathering,  Inc.  (Citnioco)  of  Mobile,  Alabama;  C.  Alexander 
Hewes,  Jr.,  of  Smith  &  Hewes,  Attorneys-at-Law.  Washington,  D.C.  representing 
Citnioco  ;  and  Wendy  K.  Mariner  of  Satterlee  &  Stephens,  New  York  City. 

Mr.  Hewes  was  the  principal  contact  with  the  Department  in  connection  with 
these  applications.  While  .affidavits  signed  by  Edward  M.  Carey,  President  of 
New  England  Petroleum  Co.  (XEPCO),  and  Thomas  C.  Covert,  Managing  Direc- 
tor of  Grand  Bahama  Petroleum  Company  Limited  (Grand  Bahama)  are  also 
contained  in  the  file,  they  were  submitted  routinely  in  support  of  these  applica- 
tions— as  required  by  our  regulations — either  by  Citnioco  or  its  attorneys. 

In  connection  with  the  fourth  license  application,  submitted  by  Citnioco  in 
April  1974,  the  following  persons  contacted  the  Department:  C.  Alexander 
Hewes,  Jr.,  Lewis  H.  Odom,  Jr..  and  Hugh  H.  Smith,  all  of  Odoni,  Smith  &  Hewes, 
Washington,  D.C. ;  Bart  Chamberlain,  President  and  Chief  Executive  Officer  of 
Citnioco. 

Again,  the  person  in  principal  contact  with  the  Department  was  Mr.  Hewes. 
Routine  affidavits  signed  by  David  M.  Tappen,  Edward  M.  Carey,  and  Alan  S. 
Hoskins,  Director  and  Treasurer  of  Grand  Bahama,  were  also  submitted  by 
Citnioco  or  its  attorneys  in  support  of  these  applications — as  required  by  Depart- 
ment of  Commerce  export  regulations  .  .  . 
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No  evidence  1ms  been  discovered  to  date  in  Departmental  records  or  the  recol- 
Lections  i  t  its  officials  to  Indicate  that  then  Congressman,  now  New  York  Gover- 
nor, Hugh  Carey,  or  his  staff,  ai  any  time  Interceded  with  Department  of  Com- 
merce i  fficials  in  connection  with,  or  inquired  about  the  status  of,  any  of  the 
■Citmoco  license  applications.  Moreover,  the  only  connection  with  those  applica- 
tions of  Edward  Carey,  President  of  NBPCO,  of  which  this  Department  is  aware, 
was  in  the  preparation  of  affidavits  as  to  the  intended  processing  in  the  Bahamas 
and  return  to  the  United  States  of  the  petroleum  products  to  be  refined  from  the 
exported  crude — affidavits  which  wore  required  by  our  regulations  and  which 
routinely  submitted  by  Citmoco  along  with  its  license  applications. 
V  u  Stion.  What  other  licenses  permitting  the  export  of  domestic  crude 
oil  have  been  granted  since  June  1.  1978? 

Answer.  No  licenses,  other  than  the  four  cited  above,  have  been  issued  by  this 
Department  for  the  export  of  crude  petroleum  since  June  1,  1073.  However,  two 
other  firms  have  been  issued  letter  authorizations,  in  lieu  of  licenses,  to  export 
crude  petroleum  temporarily  for  convenience  of  transportation  across  part-<  of 
Canada  in  transit  to  a  domestic  United  States  refinery,  all  of  the  crude  petro- 
Jeuin  reentering  the  United  States  in  the  same  form. 
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